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SEIDMAN REPORTS INSURANCE FUND
REMAINS STRONG AFTER RECORD BANK FAILURES

The banking industry®s deposit insurance fund remains strong and highly
liquid despite record banking problems. *The FDIC fund is sound even after
handling about the same amount of total banking assets from failed and
assisted commercial banks in the last three years as the FDIC handled in its
first 50 years.” Federal Deposit Insurance Corporation Chairman L. William
Seidman today told members of the American Bankers Association.

"Even though this year we will experience our fTirst loss,” Mr. Seidman
reported, ''the FDIC is solvent with a highly liquid net worth sufficient to
handle our foreseeable problems.”™ The insurance fund, he noted, has
responded to more bank failures during the past three years than during the
30 years following World War 11, including two of the most costly banking
problems in the FDIC"s history, First City and First Republic.

Mr. Seidman characterized preservation of the soundness of the
insurance fund as the FDIC"s "“first, and most important goal.' He attributed
the fund®s strong position to sound operation in the past and new approaches
for resolving bank failures developed in the last three years.

The FDIC, he noted, improved its methods for selling failed banks by
reducing its role iIn the liquidation of distressed assets and expanding
opportunities for healthy banks to acquire problem loans. Refinement of its
"loss assessment' techniques was a critical element in the FDIC®s effort to
develop failed bank sales approaches, Mr. Seidman said. These refinements
are fully explained in a new FDIC publication, FDIC Banking Review, which is
being release today, he added.
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"The use of what we call whole bank transactions in nearly 60 percent
of our failed bank cases has helped the FDIC minimize its cash outlays by as
much as $3.5 billion,” Mr. Seidman commented. Moreover, he noted the whole
bank transaction has resulted in assets staying within the banking system.
Mr. Seidman said this is producing significant savings in the FDIC"s
operating costs and cash outlays and has led to a gradual, managed reduction
in the FDIC"s liquidation staff of about 1,200 in the last 18 months.

Discussing other highlights of activities since 1985, Mr. Seidman
commented on the exclusion of bank holding companies from the deposit
insurance ''safety net" and the publication of the FDIC"s major study, Mandate
For Change'™ which helped focus congressional debate on the key legislative
issues in bank deregulation.

Mr. Seidman noted the FDIC staff will complete work next month on a
major review of the deposit insurance system, including the problems facing
the savings and loan industry. On insurance reform and other important
issues, ''‘predicting what Congress will do is beyond the capacity of even our
brightest minds,”™ Mr. Seidman commented. "One thing we know, the FDIC will
be at the forefront of the battle to prevent the cost of the Federal Savings
and Loan Insurance Corporation®s insolvency being billed to the banking
industry. 1 am looking forward to working with you all in the year ahead on
this issue and others that are essential for the preservation of a safe and
sound banking industry.™

The FDIC 1is an independent agency of the U.S. Government and is
administered by a three-member board consisting of Mr. Seidman, C.C. Hope,
Jr., and Comptroller of the Currency Robert L. Clarke. The FDIC 1is not
funded by tax dollars; rather, its operations are funded solely by premium
payments from insured banks and income from the investment of those payments

in U.S. Government securities.
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It gives me great pleasure to speak for the third time at the

ABA annual convention.

I assume you keep inviting me back because you hope 171l Ffinally

get it right.

With the World Series approaching, 1it"s hard to forget that it"s

three strikes and you"re out.

And in the financial ballpark, it"s Iimportant not to just hit

the ball, but hit it well by getting ahead of the curve.

At the FDIC we have had one or two whiffs, but we have also hit

a couple of Texas Leaguers, and a few home runs.

Given the challenges the FDIC has been Tfacing, we hope you will

judge i1t a satisfactory batting average.

Since you are in a sense our shareholders, it seems an
appropriate time to "look at the record” as we come to the end
of the term of the President who appointed me to this most

interesting, 1if perhaps not the easiest, job in Washington.

Let"s take a look at what we"ve achieved, and what still needs

to be done.



First:, we have preserved the financially sound position of our
insurance fund. That"s got to be good for extra bases in any

ball game.

Despite record bank failures the FDIC fund remains strong and
solvent. This is true even after handling about the same amount
of banking assets from fTailing banks in the last three years as
the FDIC handled in its first 50 years! This includes handling
First Republic and First City, the first and third most costly

bank problems 1In our history.

So I"m pleased to report that we expect the FDIC fund to end
1988 with a highly liquid net worth sufficient to handle our
foreseeable problems. That"s the case even though, as- 1 said

before, this year we will experience our fTirst loss.

One of the reasons we are solvent and have $15 billion in cash
and Treasury securities on hand today, is the result of our

finding new methods to deal with bank failures.

The FDIC took its old tried and true "Purchase and Assumption™
approach for handling bank failures, and developed an improved

model .




































